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| ndependent Auditor's Report

To The Board of Education of the
Spencer Community School District:

We have audited the acconpanying financial statenents of the governmenta
activities, the business type activities, each nmajor fund and the
aggregate renai ning fund information of Spencer Comunity School District,
Spencer, lowa, as of and for the year ended June 30, 2006, which
collectively conprise the District’s basic financial statenments as |isted
in the table of contents. These financial statements are the
responsibility of District officials. Qur responsibility is to express
opi nions on these financial statenents based on our audit.

We conducted our audit in accordance with U S. generally accepted auditing
standards and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Conptroller General of the
United States. Those standards require that we plan and performthe audit
to obtain reasonabl e assurance about whether the financial statenents are
free of material misstatement. An audit includes exam ning, on a test
basi s, evidence supporting the amounts and disclosures in the financia
statements. An audit also includes assessing the accounting principles
used and significant estimtes nade by nanagement, as well as evaluating
the overall financial statenent presentation. W believe that our audit
provi des a reasonabl e basis for our opinions.

In our opinion, the financial statements referred to above present fairly,
in all material respects, the respective financial position of the
governnental activities, the business type activities, each najor fund and
the aggregate remaining fund information of Spencer Comunity School
District as of June 30, 2006, and the respective changes in financial
position and cash flows, where applicable, for the year then ended in
conformity with U S. generally accepted accounting principles.

In accordance with Governnent Auditing Standards, we have al so i ssued our
reports dated October 17, 2006 on our consideration of Spencer Conmunity
School District’s internal control over financial reporting and our tests
of its conpliance with certain provisions of |aws, regulations, contracts,
grant agreenents and other nmatters. The purpose of that report is to
describe the scope of our testing of internal control over financial
reporting and conpliance and the results of that testing, and not to
provi de an opinion on the internal control over financial reporting or on
conpl i ance. That report is an integral part of an audit perforned in
accordance with Governnent Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Managenent’'s Di scussion and Anal ysis and budgetary conpari son information
on pages 4 through 12 and 32 through 33 are not required parts of the
basi ¢ financial statements, but are supplenmentary information required by
the Governnental Accounting Standards Board. W have applied certain
limted procedures, which consisted principally of inquiries of managenent
regarding the methods of neasurenent and presentation of the required
suppl enentary information. However, we did not audit the information and
express no opinion on it.



Qur audit was conducted for the purpose of forning opinions on the financial statenents
that collectively conprise Spencer Comunity School District’s basic financial
statenments. W previously audited, in accordance with the standards referred to in the
second paragraph of this report, the financial statements for the two years ended June
30, 2005 (none of which are presented herein) and expressed unqualified opinions on
those financial statements. W previously audited, in accordance with the standards
referred to in the second paragraph of this report, the financial statenents for the
year ended June 30, 2003 (none of which are presented herein) and expressed qualified
opi nion on those financial statements, due to the inability to satisfy ourselves about
inventory quantities. Qher supplenmentary information included in Schedules 1 through
5, including the Schedul e of Expenditures of Federal Awards required by U S Ofice of
Managenment and Budget (OvB) Circular A-133, is presented for purposes of additiona
analysis and is not a required part of the basic financial statenents. Such
i nformation, has been subjected to the auditing procedures applied in our audit of the
basic financial statenments and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statenents taken as a whol e.

BRUCE D. FRI NK
Certified Public Accountant

Cct ober 17, 2006



MANAGEMENT" S DI SCUSSI ON AND ANALYSI S

SPENCER COVMUNI TY SCHOOL DI STRI CT

Spencer Community School District provides this Managenent’'s Discussion and Analysis of its
financial statenments. This narrative overview and analysis of the financial activities is
for the fiscal year ended June 30, 2006. W encourage readers to consider this information
in conjunction with the District’s financial statenents, which foll ow

2006 FI NANCI AL HI GHLI GHTS

A very detail ed budget cut process was inplenented in the 2004-05 school year. The budget
needed to be cut by approxi mately $1, 000,000 dollars. Many neetings were held with staff,
adm nistration and citizens of the District. These neetings helped to prioritize the
needed services not only fromthe point of view of staff, but the comunity as well. In
fiscal 2006, the District’'s General Fund increased over $300,000 (21% . This was due in
| arge part to this process.

The District enhanced its early retirement policy to enable budget cuts in staff to be
conpleted with attrition.

The new science wing at the H gh School was ready for occupation beginning with the 2005-
06 school year.

The new mi ddl e school is to house students in August 2006.

The District noved the alternative high school to the administration building and is
renting space in the administration building to save noney and better utilize facilities.

OVERVI EW CF THE FI NANCI AL STATEMENTS

This report consists of three parts: nmanagenent’s discussion and analysis (this section),
the basic financial statements and required supplenmentary information. The basic financi al
statenments include two kinds of statenents that present different views of the District:

The first two statenents are government-w de financial statenents that provide both short-
termand long-terminformati on about the District’s overall financial status.

The remai ning statenents are fund financial statements that focus on individual parts of
the District, reporting the District’s operations in nore detail than the governnent-w de
statenents.

The statenments for governnental funds explain how basic services, such as regular and
speci al education, were financed in the short term as well as, what remains for future
spendi ng.

The statenent for proprietary funds offer short-termand | ong-termfinancial infornmation
about the activities the District operates |ike businesses, such as food services.
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Figure A-2 sunmarizes the nmajor features of the District’'s financial statements, including
the portion of the District’s activities they cover and the types of informati on they contain
the remai nder of this overview section of the managenment discussion and anal ysis highlights
the structure and contents of each of the statenents.

Figure A-2
Maj or Features of the Governnent-w de and Fund Fi nancial Statenents

Gover nnent - wi de Fund Fi nanci al Statenents
St at ement s Gover nnent al Funds Proprietary Funds
Scope Entire district The activities of Activities the
the district that district operates
are not proprietary, |simlar to private
such as speci al busi nesses, such
education and as food service

bui | di ng mai nt enance

Requi r ed . Statenent of . Bal ance sheet . Statenent of
financi al Net Assets . Statenment of Net Assets
statenents . Statenent of Revenues, . Statenent of
Activities Expendi tures, and Revenues, Expenses
Changes in Fund and Changes in Net
Bal ances Asset s
St at enent of
Cash Fl ows
Accounti ng Accrual accounting Modi fi ed accrual Accrual accounting
basi s and and econonic accounting and and econonic
nmeasur enent resources focus current financial resources focus
focus focus
Type of Al'l assets and General ly assets Al'l assets and
asset/ liabilities, both expected to be used liabilities, both
liability financial and up and liabilities financial and
information capital, short- t hat cone due capital, and
termand | ong-term during the year or short-term and
soon thereafter; no long-term

capital assets or
long-termliabilities

i ncl uded
Type of Al'l revenues Revenues for which Al'l revenues and
i nfl ow out fl ow and expenses cash is received expenses during the
information during year, during or soon after |year, regardl ess of
regardl ess of the end of the year; |when cash is
when cash is expendi tures when received or paid
received or paid goods or services

have been received
and the rel ated
liability is due
and payabl e




REPORTI NG THE DI STRI CT' S FI NANCI AL ACTI VI TI ES
Gover nment -wi de Fi nanci al Statenments

The two government-wi de statenents report the District’s net assets and how they have
changed. Net assets — the difference between the District’s assets and liabilities — is one
way to neasure the District’'s financial health or position.

Over tinme, increases or decreases in the District’s net assets are an indicator of whether
financial position is inproving or deteriorating, respectively.

To assess the District’s overall health, you need to consider additional non-financia
factors, such as changes in the District’'s property tax base and the condition of schoo
bui |l di ngs and other facilities.

In the governnent-w de financial statements, the District’s activities are divided into two
cat egori es:

Governnental activities: Mst of the District’s basic services are included here, such as
regul ar and special education, transportation and administration. Property tax and state
aid finance nost of these activities.

Busi ness type activities: The District charges fees to help cover the costs of certain
services it provides. The District’s school nutrition programis included here.

Fund Fi nanci al Statenents

The fund financial statenents provide nore detailed infornation about the District’s funds,
focusing on its nost significant or “major” funds — not the District as a whole. Funds are
accounting devices the District uses to keep track of specific sources of funding and
spendi ng on particul ar prograns.

Sone funds are required by state | aw and by bond covenants.

The District establishes other funds to control and manage noney for particul ar purposes,
such as accounting for student activity funds or to showthat it is properly using certain
revenues such as federal grants.

The District has two ki nds of funds:

Governmental funds: Most of the District’'s basic services are included in governnent al
funds, which generally focus on (1) how nuch cash and other financial assets can readily
be converted to cash flow in and out and (2) the balances left at year-end that are
avai l abl e for spending. Consequently, the governnental funds statements provide a
detail ed short-termview that hel ps the reader deterni ne whether there are nore or fewer
financial resources that can be spent in the near future to finance the District’'s
prograns. Because this information does not enconpass the additional |ong-termfocus of
t he governnment-w de statenments, additional information at the bottom of the governnental
funds statements explains the relationship (or differences) between them The District’s
governnental funds include the General Fund, Special Revenue Funds, Debt Service Fund and
Capital Projects Fund.

Proprietary funds: Services for which the District charges a fee are generally reported
in proprietary funds. Proprietary funds are reported in the sane way as the governnent-
wi de statements. The District’'s enterprise funds (one type of proprietary fund) are the
sanme as its business type activities but provide nore detail and additional information,
such as cash flows. The District currently has one enterprise fund, the School Nutrition
Fund.



FI NANCI AL ANALYSI S OF THE DI STRICT AS A WHCOLE

Net assets — Figure A-3 below provides a summary of the District’s net assets for the year
ended June 30, 2006 conpared to 2005.

Figure A-3
Condensed Statement of Net Assets
(expressed in thousands)

Gover nnent al Busi ness-type Tot al Per cent age
Activities Activities School District Change
2006 2005 | 2006 2005 | 2006 2005 | 2005-2006
$ $ $ $ $ $ %
Current assets 12, 509 20, 622 123 123 12, 632 20, 745 - 64.23%
Capital assets 17, 455 9, 658 37 37 17, 492 9, 695 44.57%
Total assets 29, 964 30, 280 160 160 30, 124 30, 440 -1. 05%
Current liabilities 7,052 7,365 8 8 7,060 7,373 -4.43%
Non-current liabilities 10, 163 10, 071 - - 10, 163 10, 071 0.91%
Total liabilities 17, 215 17, 436 8 8 17,223 17, 444 -1.28%
Net Assets
Invested in capital assets,
net of related debt 7,815 9, 328 37 37 7,852 9, 365 -19. 27%
Restricted 3, 504 2,191 - - 3,504 2,191 37.47%
Unrestricted 1, 430 1,325 115 115 1, 545 1, 440 6. 80%
Total net assets 12, 749 12, 844 152 152 12, 901 12, 996 -0.74%
The District’s conbined net assets were virtually unchanged fromthe prior year. |ncreased

capital assets canme as a result of using current restricted resources, primarily for the
m ddl e school construction project.



Changes in net assets — Figure A-4 shows the changes in net assets for the year ended June
30, 2006 and 2005.

Figure A-4
Change in Net Assets
(Expressed in Thousands)
Tot al
Gover nnent al Busi ness-type School Tot al
Activities Activities District Change
2006 2005 2006 2005 2006 2005 2005- 06
$ $ $ $ $ $ %
Revenues:
Program revenues:
Charges for service and sal es 1,113 1,101 491 489 1, 604 1, 590 0. 88%
Operating grants, contributions
and restricted interest 2,342 2,180 351 292 2,693 2,472 8. 94%
Capital grants, contributions
and restricted interest 100 1, 786 - - 100 1, 786 -94. 40%
Ceneral revenues:
Property tax 5, 706 5,337 - - 5, 706 5,337 6.91%
Local option sales tax 928 2,477 - - 928 2,477 -62.54%
Unrestricted state grants 7,681 7,074 - - 7,681 7,074 8. 58%
Unrestricted invest nent
ear ni ngs 135 52 - - 135 52 159. 62%
O her 323 20 - - 323 20 1515.00%
Total revenues 18, 328 20, 027 842 781 19,170 20, 808 -7.87%
Pr ogr am expenses:
CGovernnental activities:
I nstruction 11, 499 11, 050 - - 11, 499 11, 050 4. 06%
Support Services 3,937 4,079 - - 3,937 4,079 -3.48%
Non-i nstructi onal prograns - 34 835 769 835 803 3.99%
O her expenses 2,988 3,419 - - 2,988 3,419 -12.61%
Total expenses 18, 424 18, 582 835 769 19, 259 19, 351 -0.48%
Change in net assets (96) 1, 445 7 12 (89) 1,457 -106.11%

Property tax, local option sales tax and unrestricted state grants account for 70% of the
total revenue. The District’'s expenses prinmarily relate to instruction and support services
whi ch account for 80% of the total expenses.

CGovernmental Activities

Revenues for governmental activities were $18, 328,171 and expenses were $18,423,830. 1In a
difficult budget year the District balanced the budget by reducing discretionary spendi ng and
seeking out alternative revenue sources, such as grants. Revenues and expenses decreased by
over 10% due to the m ddl e school building project drawing to a cl ose.



The following table presents the total and net cost of the District’s nmajor governmental
activities: instruction, support services, non-instructional prograns and other expenses.

Figure A-5
Total and Net Cost of CGovernnental Activities
(expressed in thousands)

Total Cost Net Cost Net
of Services of Services Change
2006 2005 2006 2005 2005- 06
$ $ $ $ %
Instruction 11, 499 11, 050 9, 207 8, 399 9. 62%
Support Services 3,937 4,079 3,544 4, 051 -12.52%
Non-i nstructi onal prograns - 34 - 34 -100. 00%
O her expenses 2,988 3,419 2,118 1, 031 105. 43%
Total s 18, 424 18, 582 14, 869 13, 515 10. 02%

The cost financed by users of the District’s prograns was $1,112, 866

Federal and state governments subsidized certain prograns with grants and contributi ons
totaling $966, 470.

The net cost of governnmental activities was financed with $5,705,429 in property tax,
$7,680,854 in state foundation aid, $927,646 in |local option sales tax and $135,646 in
i nterest incone.

Busi ness Type Activities

Revenues of the District’s business type activities were $842,355 and expenses were $835, 640.

The District’s business type activities include the School Nutrition Fund. Revenues of
these activities were conprised of charges for service, federal and state reinbursenments and
i nvest ment incone.

I ncreases in Federal neal reinbursenments and cost contai nment neasures contributed to the
nutrition fund financial status.

FI NANCI AL ANALYSI S OF THE DI STRI CT’ S FUNDS

As previously noted the Spencer Comrunity School District uses fund accounting to ensure and
denonstrate conpliance with finance-related | egal requirenments.

The financial performance of the District as a whole is reflected in its governnental funds
as well. As the District conpleted the year, its governmental funds reported conbi ned fund
bal ances of 12,748,907, 1% | ess than |last year’'s ending fund bal ances of $12, 844, 566.

The District used current resources to purchase fixed assets that will be depreciated over
the useful lives of the assets. This trend will begin to reverse as major building projects
are conpl et ed.

Governmental Fund Highlights

The District maintained its General Fund bal ance by cutting expenses from portions of the
budget that were not already obligated, such as supplies and naintenance itens. The early
retirement policy was al so enhanced to enabl e budget cuts by attrition

Wth the passage of the bond issue and the use of LOSST dollars construction of the Mddle
School began. W are pleased with the progress thus far

10



Proprietary Fund Highlights

Federal reinbursements increased due to price increases in Federal nutrition prograns.

BUDGETARY HI GHLI GHTS

In accordance with the Code of lowa, the Board of Education annually adopts a budget
followi ng required public notice and hearing for all funds. Although the budget docunent
presents functional area expenditures or expenses by fund, the legal |level of control is at
t he aggregated functional level, not at the fund or fund type level. The budget may be
anended during the year utilizing simlar statutorily prescribed procedures. The District’'s
budget is prepared on the cash basis. A schedule showing the original and final budget
amounts conpared to the District’s actual financial activity is included in the required
suppl ementary infornmati on section of this report. Since the District does not adopt a budget
for individual funds, budgets for the General Fund and nmaj or Special Revenue Funds are not
presented in the budgetary conpari son on pages 32 and 34.

Legal Budgetary Highlights

The District’'s total actual receipts were approxi mately $230,000 | ess than the total budgeted
recei pts, a variance of less than 1% The nost significant change resulted in the District
receiving less in various conponents of federal aid than originally anticipated. This was
partially offset by higher than anticipated revenue from m scel | aneous revenues.

Total expenditures were less it total than budgeted due primarily to the District’s budget
for the General Fund. It is the District’'s practice to budget expenditures at the maxi num
aut hori zed spending through its line item budget. As a result, the District’s certified
budget shoul d al ways exceed the actual expenditures during the year.

CAPI TAL ASSET AND DEBT ADM NI STRATI ON

Capital Assets

By the end of 2006, the District has invested nore than $25,000,000 in a broad range of
capital assets including school buildings, athletic facilities, central kitchen, naintenance
and admi nistrative buildings, conputer and audiovisual equipment, maintenance equipnent,
school buses, library holdings and textbooks. Total depreciation expense for the year
exceeded $670, 000.

Figure A-6
Condensed Statement of Net Assets
(expressed in thousands)

Gover nnent al Busi ness-type Tot al Tot al
Activities Activities School District Change
June 30, June 30, June 30, June 30,
2006 2005 | 2006 2005 | 2006 2005 | 2005-2006
$ $ $ $ $ $
Land 10 10 - - 10 10 0. 00%
Site inprovenents 36 39 - - 36 39 -7.69%
Bui | di ngs 1, 405 1, 452 - - 1, 405 1, 452 -3.24%
Furni ture and equi pnent 104 133 - - 104 133 -21.80%
Construction in progress 286 - - - 286 - #Dl V/ 0!
Total s 1, 841 1,634 - - 1, 841 1,634 12.67%

11



Long — Ter m Debt

The District has $3, 740,000 i n outstandi ng general obligation bonds for the construction of a
new mi ddl e school building. These bonds have an average interest rate of 4.65% They wll
be paid off over the next 19 years.

The District issued $5,900,000 in revenue bonds for the construction of the new mddl e school
buil ding. These funds have an average interest rate of 4.18% They will be paid off over
the next 10 years with proceeds fromthe 1% Cl ay County school infrastructure |ocal option
sal es tax.

Figure A-7
Qut st andi ng Long- Term bl i gati ons
(expressed in thousands)

Tot al Tot al
District Change
June 30, June 30,
2006 2005 | 2005- 2006
$ $
CGeneral obligation bonds 2,435 2, 630 -7.41%

FACTORS BEARI NG ON THE DI STRICT" S FUTURE

At the time these financial statenments were prepared and audited, the District was aware of
exi sting circunmstances that could significantly affect its financial health in the future:

The District will continue to seek out new sources of revenue, such as At-R sk Al owabl e
Growm h, Instructional Support Levy, and other grants that nmay be avail able for additional
revenues.

Future enrollnent stability is a critical elenent in mintaining a sound financial
foundation. The District continues to work with other city |eaders to enhance economc
devel opnent in order to increase student enroll nment.

lowa |law requires that unsettled salary negotiations for teachers go to mandatory
arbitration. Invariably arbitrated settlenments are higher than current |evels of
al l owabl e growth in funding (not including the budget cuts after the contracts have been
settl ed and peopl e have been hired). Enployee wage and benefit settlenents exceeding the
growh rate in State funding will continue to force the District to consider additional
budget reductions to bal ance the General Fund budget. A solution to be found.

The District has comritted to a renodeling project for Fanmily and Consuner Sciences.

Once agai n unfunded mandates are stretching the linmts of not only the financial health of
the District, but also the human resources aspect of the District. “No Child Left
Behi nd”, “Student Achi evement and Teacher Quality Act, and “GASB 34" to name a few

CONTACTI NG THE DI STRI CT" S FI NANCI AL  MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, custoners, investors
and creditors with a general overview of the District’'s finances and to denonstrate the
District’s accountability for the noney it receives. |f you have questions about this report
or need additional financial information, contact G eg Ebeling, Superintendent, Spencer
Community School District, 23 East 7'" Street, Spencer, |owa 51301.

12



Basi ¢ Fi nanci al Statenments



See notes to financia

SPENCER COVMUNI TY SCHOOL DI STRI CT

St at enent

of Net Assets

June 30, 2006

Asset s

Cash and pool ed investments
Recei vabl es:
Property tax

Current year

Succeedi ng year
Due from ot her governnents
O her receivabl es
I nventories
Capital assets
(note 6)

net of accunul ated depreciation

Total assets

Liabilities
Accounts payabl e
Ret ai nage payabl e
Accrued sal ary and benefits
Unear ned revenue
Accrued interest payable
Deferred revenue:
Succeedi ng year property tax
Long termliabilities
Portion due within one year:
Conpensat ed absences
Early retirenent
General obligation bonds
Revenue bonds
Portion due after
Early retirenent
General obligation bonds
Revenue bonds

Tot a

one year:

liabilities

Net Assets
Invested in capita
Restricted for:
Managenent | evy
Physi cal plant and equi pnent
Capital projects
Debt service
Unrestricted

Tot a

assets, net of rel ated debt

| evy

net assets

statenents.

Cover nnent a

Busi ness Type

Exhibit A

Activities Activities Tot a

$ $ $
5, 930, 265 84,411 6,014,676
57, 000 - 57, 000
5,857, 377 - 5,857, 377
437,922 4,070 441,992
226, 103 - 226, 103
- 19, 502 19, 502
17, 455, 282 59, 591 17,514, 873
29, 963, 949 167,574 30, 131, 523
669, 187 96 669, 283
442,925 - 442,925
50, 679 - 50, 679
- 8,913 8,913
31, 527 - 31, 527
5,857, 377 - 5,857, 377
33, 625 - 33, 625
326, 481 - 326, 481
140, 000 - 140, 000
650, 000 - 650, 000
163, 241 - 163, 241
3, 600, 000 - 3, 600, 000
5, 250, 000 - 5, 250, 000
17, 215,042 9, 009 17, 224, 051
7,815, 282 59, 591 7,874, 873
157, 405 - 157, 405
807, 503 - 807, 503
1,921, 668 - 1,921, 668
617, 351 - 617, 351
1, 429, 698 98, 974 1,528, 672
12,748, 907 158, 565 12,907, 472

13



Exhi bit B

SPENCER COVMUNI TY SCHOCOL DI STRI CT
St atenent of Activities

Year ended June 30, 2006

Pr ogr am Revenues

Operating Grants,
Contri butions
and Restricted

Capital Gants,
Contri butions

Charges for and Restricted Gover nnent al Busi ness Type

14

Expenses Servi ce I nt er est I nt erest Activities Activities Tot al
$ $ $ $ $ $ $
Functi ons/ Progr ans
CGovernmental activities:
I nstruction: 11, 498, 541 1,112, 866 1,178, 826 - (9, 206, 849) - (9, 206, 849)
Support services:
St udent services 138, 449 - - - (138, 449) - (138, 449)
Instructional staff services 269, 397 - - - (269, 397) - (269, 397)
Admi ni stration services 1,723, 444 - - - (1, 723, 444) - (1, 723, 444)
Operation and nai nt enance of
pl ant services 1, 354, 485 - 372,014 - (982, 471) - (982, 471)
Transportation services 451, 547 - 20, 970 - (430, 577) - (430, 577)
3, 937, 322 - 392, 984 - (3,544, 338) - (3,544, 338)
O her expenditures:
Facilities acquisition 1, 326, 037 - 165, 687 100, 000 (1, 060, 350) - (1, 060, 350)
AEA f| owt hr ough 601, 508 - 601, 508 - - - -
Long-term debt interest 392,519 - 3,114 - (389, 405) - (389, 405)
Long-term debt services 600 - - - (600) - (600)
Depreciati on (unall ocated)* 667, 303 - - - (667, 303) - (667, 303)
2,987, 967 - 770, 309 100, 000 (2,117, 658) - (2,117, 658)
Total governnmental activities 18, 423, 830 1,112, 866 2,342,119 100, 000 (14, 868, 845) - (14, 868, 845)



Busi ness type activities:
Non-i nstructi onal prograns
Nutrition services

Tot al

General revenues:

Property tax levied for:
General purposes
Managenent Fund
Capital outlay
Debt service

School Infrastructure Local
Option Sal es Tax

Unrestricted state grants

Unrestricted investment earnings

Q her

Total general revenue

Change in net assets

Net assets begi nning of year

Net assets end of year

* This anpunt excludes the depreciation that

See notes to financial statenents.

SPENCER COMMUNI TY SCHOOL DI STRI CT

St atenent of Activities

Year ended June 30, 2006

Pr ogr am Revenues

Operating Grants,
Contri butions

Charges for and Restricted

Capital Gants,
Contri butions

and Restricted CGover nnent al

Busi ness Type

Exhi bit B
(conti nued)

Expenses Servi ce I nt er est I nt erest Activities Activities Tot a
$ $ $ $ $ $ $
835, 640 491, 188 351, 167 - - 6,715 6,715
19, 259, 470 1, 604, 054 2, 693, 286 100, 000 (14, 868, 845) 6, 715 (14, 862, 130)
4,540, 872 - 4,540, 872
450, 048 - 450, 048
407, 634 - 407, 634
306, 875 - 306, 875
927, 646 - 927, 646
7,680, 854 - 7,680, 854
135, 646 - 135, 646
323, 611 - 323, 611
14,773, 186 - 14,773, 186
(95, 659) 6, 715 (88, 944)
12, 844, 566 151, 850 12, 996, 416
12, 748, 907 158, 565 12, 907, 472
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Asset s

Cash and pool ed i nvestments
Recei vabl es:
Property tax:
Current year
Succeedi ng year
Due from other governnents
O her receivabl es
I nventories

Total assets

Liabilities and Fund Bal ances

Liabilities:
Account s payabl e
Ret ai nage payabl e
Accrued sal ary and benefits
Deferred revenue:
Succeedi ng year property tax

Total liabilities

Fund bal ances:
Reserved for
Debt service
Construction project
Unr eser ved

Total fund bal ances
Total liabilities and fund bal ances

See notes to financial statenents.

SPENCER COVMUNI TY SCHOOL DI STRI CT

Bal ance Sheet
Gover nnent al Funds

June 30, 2006

Exhibit C

Physi ca
Pl ant and Nonnaj or
Equi prrent Debt Capi t al Speci al
Gener al Levy Servi ce Proj ects Revenue Tot al
$ $ $ $ $ $
1,612,520 838, 863 614, 327 2,515, 285 349, 270 5, 930, 265
45, 426 4,048 3,024 - 4,502 57, 000
4,771, 648 431, 494 304, 235 - 350, 000 5, 857, 377
151, 712 - - 286, 210 - 437,922
226, 103 - - - - 226, 103
6, 807, 409 1, 274, 405 921, 586 2,801, 495 703,772 12, 508, 667
193, 822 35, 408 - 436, 902 3, 055 669, 187
_ - - 442,925 - 442,925
50, 679 - - - - 50, 679
4,771, 648 431, 494 304, 235 - 350, 000 5, 857, 377
5,016, 149 466, 902 304, 235 879, 827 353, 055 7,020, 168
- - 617, 351 - - 617, 351
- - - 1,921, 668 - 1,921, 668
1, 791, 260 807, 503 - - 350, 717 2, 949, 480
1, 791, 260 807, 503 617, 351 1, 921, 668 350, 717 5, 488, 499
6, 807, 409 1, 274, 405 921, 586 2,801, 495 703,772 12, 508, 667
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Exhibit D

SPENCER COVMUNI TY SCHOOL DI STRI CT

Reconciliation of the Bal ance Sheet - Governnental Funds
to the Statenent of Net Assets

June 30, 2006

Total fund bal ances of governmental funds (Exhibit C) $ 5,488,499

Amounts reported for governmental activities in the
statenent of net assets are different because:

Capital assets used in governmental activities are not
financial resources and, therefore, are not reported as 17, 455, 282
assets in the governnental funds

Accrued interest payable on long-termliabilities is not due and payable in the
current period and, therefore, is not reported as a liability in the
governnent al funds. (31,527)

Long-termliabilities, including conpensated absences and
early retirenent, are not due and payable in the current
period and, therefore, are not reported as liabilities in
t he governnental funds.

Conpensat ed absences (33, 625)
Early retirenent (489, 722)
General obligation bonds (3,740, 000)
Sal es tax revenue bonds (5,900, 000)
Net assets of governmental activities (Exhibit A) $ 12, 748, 907

See notes to financial statenents.
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Exhibit E

SPENCER COVMUNI TY SCHOOL DI STRI CT

St at ement of Revenues, Expenditures and Changes in Fund Bal ances
Gover nnental Fund Types

Year ended June 30, 2006

Physi cal
Pl ant and Nonmaj or
Equi prment Debt Capi t al Speci al
Gener al Levy Servi ce Proj ects Revenue Tot al
$ $ $ $ $ $
Revenues:
Local sources:
Local tax 4,540, 872 407, 634 306, 875 927, 646 450, 048 6, 633, 075
Tuition 1,112, 866 - - - - 1,112, 866
O her 459, 257 366, 616 2,836 165, 687 339, 002 1, 333, 398
St at e sources 8, 375, 703 372 278 - 417 8,376,770
Federal sources 772,062 100, 000 - - - 872, 062
Tot al revenues 15, 260, 760 874,622 309, 989 1, 093, 333 789, 467 18, 328,171
Expendi t ures:
I nstruction: 10, 567, 917 72,901 - - 630, 124 11, 270, 942
Support services
St udent services 136, 156 - - - 2,293 138, 449
I nstructional staff services 268, 221 - - - 1,176 269, 397
Adm ni strati on services 1, 705, 741 - - - 17, 954 1, 723, 695
Qper ation and mai nt enance of plant services 1, 254, 269 2,621 - - 97, 595 1, 354, 485
Transportation services 413, 847 148, 994 - - 41, 034 603, 875
3,778, 234 151, 615 - - 160, 052 4,089, 901
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SPENCER COVMUNI TY SCHOOL DI STRI CT

St at emrent of Revenues,
CGover nnent a

Year

O her expendi tures:
Facilities acquisition and construction services
Long-term debt :
Princi pa
I nt erest
Servi ces
AEA f 1 owt hr ough

Total expenditures
Excess (Deficiency) of revenues over (under) expenditures

O her financing sources (uses):
Qperating transfers in
Operating transfers out

Total other financing sources

Net change in fund bal ances

Fund bal ances begi nni ng of year

Fund bal ances end of year

See notes to financial statenents.

ended June 30, 2006

Expendi tures and Changes in Fund Bal ances
Fund Types

Exhibit E
(conti nued)

Physi cal
Pl ant and Nonmaj or
Equi prment Debt Capi t al Speci a
Gener al Levy Servi ce Proj ects Revenue Tot a
$ $ $ $ $ $
- 715, 983 - 8, 922, 517 - 9, 638, 500
- - 135, 000 - - 135, 000
- - 393, 810 - - 393, 810
- - 600 - - 600
601, 508 - - - - 601, 508
601, 508 715, 983 529, 410 8, 922, 517 - 10, 769, 418
14,947, 659 940, 499 529, 410 8, 922, 517 790, 176 26, 130, 261
313, 101 (65,877) (219,421) (7,829, 184) (709) (7,802, 090)
- - 836, 772 1,142,184 - 1,978, 956
- (1,142, 184) - (836, 772) - (1,978, 956)
- (1,142, 184) 836, 772 305, 412 - -
313,101 (1, 208, 061) 617, 351 (7,523,772) (709) (7,802, 090)
1,478, 159 2,015, 564 - 9, 445, 440 351, 426 13, 290, 589
1,791, 260 807, 503 617, 351 1,921, 668 350, 717 5, 488, 499
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SPENCER COMMUNI TY SCHOOL DI STRI CT

Reconciliation of the Statenment of Revenues, Expenditures and
Changes in Fund Bal ances - Governnental Funds
to the Statenent of Activities

Year ended June 30, 2006

Net change in fund bal ances - total governmental funds (Exhibit E)

Amounts reported for governmental activities in the
statenent of activities are different because:

Capital outlays to purchase or build capital assets are reported in
governnental funds as expenditures. However, those costs are
reported in the Statenent of Net Assets and are all ocated over their
estimated useful lives as depreciation expense in the Statenent of
Activities. The anpunts of capital outlays and depreciation expense
in the year are as foll ows:

Exhibit F

$ (7,802, 090)

Capital outlays $ 8, 464, 791
Depreci ati on expense (667, 303) 7,797, 488
Interest on long-termdebt in the Statenent of Activities differs from
the amobunt reported in the governnental funds because interest is
recorded as an expenditure in the funds when due. |In the Statenent
of Activities, interest expense is recognized as the interest accrues,
regardl ess of when it is due. 1, 291
Repaynment of long-termliabilities is an expenditure in the governmental
funds, but the repayment reduces long-termliabilities in the Statement
of Net Assets.
General obligation bonds 135, 000
Sone expenses reported in the Statenent of Activities do not
require the use of current financial resources and, therefore, are not
reported as expenditures in the governnmental funds.
Early retirenent $ (227,599)
Conpensat ed absences 251 (227, 348)

Change in net assets of governmental activities (Exhibit B)

See notes to financial statenents.
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St at enent

Operating revenue:
Local sources:
Charges for services

Oper ati ng expenses:

Non-i nstructional prograns:

Food service operations:
Sal ari es
Benefits
Servi ces
Suppl i es
Depreci ati on

Total operating expenses
Operating (Il oss)

Non- oper ating revenues:
Interest on investnents
State sources
Federal sources

Change in net assets

Net assets begi nning of year

Net assets end of year

See notes to financial statenents.

of Revenues,

SPENCER COVMUNI TY SCHOCL DI STRI CT

Expenses and Changes in Net Assets
Proprietary Fund

ended June 30, 2006
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Exhibit G

School

Nutrition

$

491, 188

326, 375
95, 351
1,195
404, 620
8, 099

835, 640

(344, 452)

3, 817
9, 616
337, 734

351, 167

6, 715

151, 850

158, 565



Exhibit H
SPENCER COVMUNI TY SCHOCL DI STRI CT

St at ement of Cash Fl ows
Proprietary Fund

Year ended June 30, 2006

School
Nutrition
$
Cash flows fromoperating activities:

Cash received fromsal e of |unches and breakfasts 487, 705

Cash paynents to enpl oyees for services (421, 726)

Cash paynents to suppliers for goods or services (352, 570)

Net cash provided by (used in) operating activities (286, 591)
Cash flows from non-capital financing activities:
State grants received 9,616
Federal grants received 287,192
Net cash provided by non-capital financing activities 296, 808
Cash flows fromcapital financing activities:

Acqui sition of capital assets (31, 147)
Cash flows frominvesting activities:

Interest on investnents 3,817
Net increase (decrease) in cash and cash equival ents (17, 113)
Cash and cash equival ents begi nning of year 101, 524
Cash and cash equival ents end of year 84,411

Reconci liation of operating income (loss) to
net cash used in operating activities:
Operating incone (I oss) (344, 452)
Adj ustnents to reconcile operating profit (loss)
to net cash provided by (used in) operating activities:

Depr eci ati on 8, 099
Commodi ti es used 50, 542
(I'ncrease) in other receivables (4,070)
Decrease in inventory 2, 607
I ncrease in accounts payabl e 96
I ncrease in unearned revenue 587

(286, 591)

Reconciliation of cash and cash equival ents at year end to
speci fic assets included on Conbi ned Bal ance Sheet:

Current assets:
Cash 84, 411

Non-cash investing, capital and financing activities:

During the year ended June 30, 2006, the District received federal commpdities valued at $50, 542.
See notes to financial statenents.
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SPENCER COMMUNI TY SCHOOL DI STRI CT
Not es to Financial Statenments

June 30, 2006

Sunmary of Significant Accounting Policies

Spencer Conmunity School District is a political subdivision of the State of |owa and
operates public schools for children in grades kindergarten through twelve and specia
education pre-kindergarten. The geographic area served includes the City of Spencer,
lowa, and agricultural territory in Cay County. The District is governed by a Board
of Education whose nenbers are el ected on a non-partisan basis.

The District’s financial statenents are prepared in conformity with U S. generally
accepted accounting principles as prescribed by the Governnental Accounting Standards
Boar d.

A. Reporting Entity

For financial reporting purposes, Spencer Comrunity School District has included al
funds, organi zations, account groups, agencies, boards, conm ssions and authorities.
The District has also considered all potential conponent units for which it is
financially accountable and other organizations for which the nature and
significance of their relationship with the District are such that exclusion would
cause the District's financial statenents to be misleading or inconplete. The
Governnent al Accounting Standards Board has set forth criteria to be considered in
determ ning financial accountability. These criteria include appointing a voting
majority of an organization's governing body, and (1) the ability of the District to
impose its will on that organization or (2) the potential for the organization to
provi de specific benefits to or inpose specific financial burdens on the District.
Spencer Community School District has no conponent units which neet the Governmenta
Accounting Standards Board criteria.

Jointly Governed Organizations - The District participates in a jointly governed
organi zation that provides services to the District but does not neet the criteria
of a joint venture since there is no ongoing financial interest or responsibility by
the participating governnents. The District is a menber of the Cay County
Assessor’s Conference Board.

B. Basis of Presentation

Government -wi de Financial Statenents - The Statenment of Net Assets and the Statenent
of Activities report infornmation on all of the nonfiduciary activities of the
District. For the nost part, the effect of Interfund activity has been renoved from
t hese statenents. Governnental activities which normally are supported by tax and
i ntergovernnmental revenues, are reported separately from busi ness type activities,
which rely to a significant extent on fees and charges for service.

The Statement of Net Assets presents the District’s nonfiduciary assets and
liabilities, with the difference reported as net assets. Net assets are reported in
three categories:

Invested in capital assets, net of related debt consists of capital assets, net
of accunul ated depreciation and reduced by outstandi ng bal ances for bonds, notes
and other debt that are attributable to the acquisition, construction, or
i mprovenent of those assets.

Restricted net assets result when constraints placed on net asset use are either
externally inposed or inposed by law through constitutional provisions or
enabling | egislation.

Unrestricted net assets consist of net assets that do not neet the definition of

the two preceding categories. Unrestricted net assets often have constraints on
resources that are inposed by managenent which but can be renpved or nodified.
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The Statement of Activities denonstrates the degree to which the direct expenses of
a given function or segnent are offset by programrevenues. Direct expenses are
those that are clearly identifiable with a specific function. Program revenues
include 1) charges to custoners or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function and 2) grants,
contributions and interest that are restricted to neeting the operational or capita
requi renents of a particular function. Property tax and other itens not properly
i ncl uded anong program revenues are reported i nstead as general revenues.

Fund Financial Statenents - Separate financial statements are provided for
governnental , proprietary, and fiduciary funds, even though the latter are excl uded
fromthe governnment-w de financial statenments. Major individual governnmental funds
are reported as separate colums in the fund financial statements. All remaining
governmental funds are aggregated and reported as other nonmaj or governnental funds.

The District reports the following major governmental funds:

The General Fund is the general operating fund of the District. Al general tax
revenues and other receipts that are not allocated by law or contractual
agreenent to sone other fund are accounted for in this fund. Fromthe fund are
paid the general operating expenditures, including instructional, support and
ot her costs.

The Physical Plant and Equi pnent Levy Fund is utilized to account for the
mai nt enance and equi pping of the District’s facilities.

The Debt Service Fund is utilized to account for the paynent of interest and
principal on the District’s general |ong-term debt.

The Capital Projects Fund is used to account for all resources used in the
acqui sition and construction of capital facilities.

The District reports the followi ng major proprietary fund:

The District’'s proprietary fund is the Enterprise, School Nutrition Fund. This
fund is used to account for the food service operations of the District.

Measur ement Focus and Basis of Accounting

The government-wi de and proprietary fund financial statenents are reported using the
econoni ¢ resources nmeasurenent focus and the accrual basis of accounting. Revenues
are recorded when earned and expenses are recorded when a liability is incurred,
regardl ess of the tining of related cash flows. Property tax is recognized as
revenue in the year for which it is levied. Gants and simlar itenms are recogni zed
as revenue as soon as all eligibility requirenments inposed by the provider have been
sati sfied.

Governmental fund financial statements are reported using the current financia
resources measurenent focus and the nodified accrual basis of accounting. Revenues
are recogni zed as soon as they are both neasurable and avail able. Revenues are
considered to be avail able when they are collectible within the current period or
soon enough thereafter to pay liabilities of the current period. For this purpose,
t he governnent considers revenues to be available if they are collected with 60 days
after year end.

Property tax, intergovernnental revenues (shared revenues, grants and reinbursenents
fromother governnents) and interest associated with the current fiscal period are
all considered to be susceptible to accrual. Al other revenue itens are considered
to be neasurabl e and avail abl e only when cash is received by the District.

Expenditures generally are recorded when a liability is incurred, as under accrua
accounti ng. However, principal and interest on long-term debt, clainms and
judgnrents, and conpensated absences are recogni zed as expendi tures only when paynent
is due. Capital asset acquisitions are reported as expenditures in governmenta
funds. Proceeds of general |ong-termdebt and acquisitions under capital |eases are
reported as other financing sources.
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Under the terms of grant agreements, the District funds certain progranms by a
conmbi nation of specific cost-reinbursenent grants and general revenues. Thus, when
program expenses are incurred, there are both restricted and unrestricted net assets
avail able to finance the program It is the District’s policy to first apply cost-
rei mbursement grant resources to such prograns, and then general revenues.

The proprietary fund of the District applies all applicable GASB pronouncenents, as
wel | as the follow ng pronouncenents issued on or before November 30, 1989, unless
t hese pronouncenents conflict with or contradi ct GASB pronouncerments: Financial
Accounting Standards Board Statenents and Interpretations, Accounting Principles
Board Opinions, and Accounting Research Bulletins of the Committee on Accounting
Procedure.

Proprietary funds distinguish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and
produci ng and delivering goods in connection with a proprietary fund' s principa
ongoi ng operations. The principal operating revenues of the District’s Enterprise
Fund is charges to custonmers for sales and services. Operating expenses for
enterprise funds include the cost of sales and services, adm nistrative expenses,
and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as non-operating revenues and expenses.

The District maintains its financial records on the cash basis. The financi al
statement of the District are prepared by maki ng nenorandum adj usting entries to the
cash basis financial records.

Assets, Liabilities and Fund Bal ance

The following accounting policies are followed in preparing the financia
statenents:

Cash, Pool ed Investnments and Cash Equi val ents - The cash bal ances of nbst District
funds are pooled and invested. |Investnents are stated at fair value except for non-
negoti able certificates of deposit which are stated at cost.

For purposes of the statement of cash flows, all short-term cash investnents that
are highly liquid are considered to be cash equival ents. Cash equival ents are
readily convertible to known anounts of cash and, at the day of purchase, they have
a maturity date no |longer than three nonths.

Property Tax Receivable - Property tax in governmental funds are accounted for using
the nodified accrual basis of accounting.

Property tax receivable is recognized in these funds on the levy or lien date, which
is the date that the tax asking is certified by the Board of Education. Delinquent
property tax receivable represents unpaid taxes for the current and prior years.
The succeedi ng year property tax receivable represents taxes certified by the Board
of Education to be collected in the next fiscal year for the purposes set out in the
budget for the next fiscal year. By statute, the District is required to certify
its budget in April of each year for the subsequent fiscal vyear. However, by
statute, the tax asking the budget certification for the followi ng fiscal year
beconmes effective on the first day of that year. Al t hough the succeeding year
property tax receivable has been recorded, the related revenue is deferred in both
t he government-wi de and fund financial statements and will not be recognized as
revenue until the year for which it is levied

Property tax revenue recognized in these funds become due and collectible in
Septenber and March of the fiscal year with a 1% per nonth penalty for delinquent
paynents; is based on January 1, 2004 assessed property valuations; is for the tax
accrual period July 1, 2005 through June 30, 2006 and reflects the tax asking
contained in the budget certified to the County Board of Supervisors in April 2005.

Due From Ot her CGovernments - Due from other governments represents anounts due from
the State of lowa, various shared revenues, grants and rei nbursements from ot her
gover nnent s.
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Inventories - Inventories are valued at cost using the first-in, first-out method
for purchased itenms and governnment conmodities. Inventories of proprietary funds
are recorded as expenses when consuned rather than when purchased or received.

Capital Assets — Capital assets, which include property, furniture and equi pnent,
are reported in the applicable governmental or business type activities colums in
the governnent-w de statenent of net assets. Capital assets are recorded at
hi storical cost. Donated capital assets are recorded at estimated fair market val ue
at the date of donation. The costs of nornal naintenance and repair that do not add

to the value of the asset or materially extend asset lives are not capitalized.
Capital assets are defined by the District as assets with an initial, individua
cost in excess of the follow ng thresholds and estinmated useful lives in excess of
two years.
Asset O ass Anount
Land $ 2,000
Bui | di ngs 10, 000
| mprovenent s ot her than buil di ngs 10, 000
Furniture and equi prment:
School Nutrition Fund equi prent 1, 000
O her furniture and equi pnent 1, 000
Property, furniture and equi pnent are depreciated using the straight |ine nethod of
depreci ation over the follow ng estimted useful |ives:
Esti mat ed
Useful Lives
Asset Cl ass (I n Years)
Bui | di ngs 50 years
| mprovenents ot her than buil di ngs 20-50 years
Furniture and equi prment 5-15 years

Sal ari es and Benefits Payable - Payroll and rel ated expenditures for enployees with
annual contracts corresponding to the current school year, which is payable in July,
have been accrued as liabilities.

Def erred Revenue - Although certain revenues are nmeasurable, they are not avail abl e.
Avai | abl e neans collectible within the current period or expected to be collected
soon enough thereafter to be used to pay liabilities of the current period.
Deferred revenue in the governnental fund financial statenents represent the anmpunt
of assets that have been recogni zed, but the related revenue has not been recogni zed
since the assets are not collected within the current period or expected to be
coll ected soon enough thereafter to be used to pay liabilities of the current
period. Deferred revenue consists of unspent grant proceeds as well as property tax
recei vabl es and ot her receivables not collected within sixty days after year end.

Deferred revenue on the Statenent of Net Assets consists of succeeding year property

tax receivable that will not be recognized as revenue until the year for which it is
| evi ed.

Unearned Revenue - This represents noney received by the District but not yet
earned. It includes School Nutrition Fund lunch ticket credits of $8,913.

Conpensat ed Absences - District enployees accunulated a |imted anount of earned but
unused vacation for subsequent use or for paynent upon term nation, death or
retirement. A liability is recorded when incurred in the governnent-w de financia
statenment s. A liability for these amounts is reported in governmental fund
financial statenents only for enployees that have resigned or retired. The
conpensat ed absences liability has been conputed based on rates of pay in effect at
June 30, 2006. The conpensated absences liability attributable to the governnenta
activities will be paid primarily by the General Fund.

Long-termobligations — In the governnent-w de financial statenments, |ong-term debt
and other long-term obligations are reported as liabilities in the governnenta
activities colum in the statenent of net assets.
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Fund Bal ance — In the governmental fund financial statenments, reservations of fund
bal ance are reported for anpbunts that are not available for appropriation or are
legally restricted by outside parties for use for a specific purpose.

Restricted Net Assets — In the government-w de Statement of Net Assets, net assets
are reported as restricted when constraints placed on net asset use are either
externally inmposed by creditors, grantors, contributors or |aws and regul ati ons of
ot her governments or inposed by |aw through constitutional provisions or enabling
| egi sl ati on.

E. Budgeting and Budgetary Contro

The budgetary conparison and related disclosures are reported as Required
Suppl emrentary | nformation. Expendi tures exceeded the ampunts budgeted in the
support services and non-instructional programfunctions.

Cash and Pool ed | nvest ment s

The District's deposits at June 30, 2006 were entirely covered by Federal depository
i nsurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of
lowa. This chapter provides for additional assessnents against the depositories to
insure there will be no | oss of public funds.

The District is authorized by statute to invest public funds in obligations of the
United States governnent, its agencies and instrunentalities; certificates of deposit
or other evidences of deposit at federally insured depository institutions approved by
the Board of Education; prime eligible bankers acceptances; certain high rated
conmercial paper; perfected repurchase agreenents; certain registered open-end
managenment investment conpanies; certain joint investnent trusts; and warrants or
i mprovenent certificates of a drainage district.

At June 30, 2006, the District had investnents in the |owa Schools Joint |nvestnent Trust as
fol | ows:

Anorti zed Cost

Diversified Portfolio $2, 558

The investnents are valued at an anortized cost pursuant to Rule 2a-7 under the
| nvest mnent Conpany Act of 1940.

Interest rate risk - The District’s investnent policy limts the investment of
operating funds (funds expected to be expended in the current budget year or within 15
nonths of receipt) in instrunents that mature within 397 days. Funds not identified as
operating funds may be invested in investnents with maturities |onger than 397 days but
the maturities shall be consistent with the needs and use of the District.

Credit risk — The investnents in the lowa School Joint Investnent Trust were both rated
Aaa by Mdody’'s I nvestors Service.
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(3)

Capital Assets

Capital assets activity for the year ended June 30, 2006 is as follows:

Bal ance Bal ance

Begi nni ng End of

of Year I ncr eases Decr eases Year

$ $ $ $

Governnental activities:
Capi tal assets not being depreciated:
Land 618, 197 21,102 - 639, 299
Capi tal assets being depreciated:
Bui | di ngs 10, 902, 585 533, 475 - 11, 436, 060
| mprovenents ot her than buil di ngs 782, 303 67,175 - 849, 478
Furni ture and Equi prent 3, 824, 422 370, 762 152, 365 4,042, 819
Construction in progress 1, 052, 100 7,472,277 - 8,524, 377
Total capital assets being depreciated 16, 561, 410 8, 443, 689 152, 365 24,852, 734
Less accunul ated depreciation for:
Bui | di ngs 4,234,517 224,121 - 4,458, 638
I mprovenents ot her than buil di ngs 306, 588 32,619 - 339, 207
Furni ture and Equi prent 2,980, 708 410, 563 152, 365 3, 238, 906
Total accurnul ated depreci ation 7,521, 813 667, 303 152, 365 8, 036, 751
Total capital assets being depreciated, net 9, 039, 597 7,776, 386 - 16, 815, 983
Governnental activities, capital assets, net 9, 657, 794 7,797, 488 - 17, 455, 282
Busi ness type activities:
Furni ture and equi prent 295, 579 31, 147 - 326, 726
Less accumnul at ed depreci ation 259, 036 8, 099 - 267,135
Busi ness type activities capital assets, net 36, 543 23, 048 - 59, 591

Depreci ati on expense was charged to the follow ng functions
Governnental activities:

Unal | ocat ed 667, 303

Busi ness Type activities:
Food service operations 8, 099

(4)

Pensi on and Retirenent Benefits

The District contributes to the lowa Public Enmpl oyees Retirement System (IPERS) which
is a cost-sharing nultiple-enployer defined benefit pension plan adm nistered by the
State of lowa. |PERS provides retirenment and death benefits which are established by
State statute to plan nenbers and beneficiaries. |PERS issues a publicly available
financial report that includes financial statenents and required supplenentary
information. The report nay be obtained by witing to | PERS, PO Box 9117, Des Mi nes

| owa, 50306-9117.

Pl an nenbers are required to contribute 3.70% of their annual salary and the District
is required to contribute 5.75% of annual payroll. Contribution requirenents are
established by State statute. The District’s contribution to | PERS for the years ended
June 30, 2006, 2005, and 2004 were $571, 392, $571, 266, and $547, 169 respectively, equa
to the required contributions for each year
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(5)

(6)

(7)

(8)

Area Education Agency

The District is required by the Code of lowa to budget for its share of special
education support, nmedia and educational services provided through the area education
agency. The District’'s actual anount for this purpose total ed $601, 508 for year ended
June 30, 2006 and is recorded in the General Fund by meking a menorandum adj usting
entry to the cash basis financial statenents.

Ri sk Managenent

Spencer Community School District is exposed to various risks of loss related to torts;
theft; damage to and destruction of assets; errors and omissions; injuries to
enpl oyees; and natural disasters. These risks are covered by the purchase of
comerci al insurance. The District assumes liability for any deductibles and clains in
excess of coverage limtations. Settled clains fromthese risks have not exceeded
conmer ci al insurance coverage in any of the past three fiscal years.

Long-Term Liabilities

Changes in long-termliabilities for the year ended June 30, 2006 are summarized as
fol | ows:

Bal ance Bal ance Due

Begi nni ng End Wthin

of Year Addi ti ons Reductions of Year One Year
CGeneral oligation bonds $ 3,875,000 - 135, 000 3, 740, 000 140, 000
Revenue bonds 5, 900, 000 - - 5, 900, 000 650, 000
Early retirenent 262,123 492,813 265, 214 489, 722 326, 481
Tot al $10, 037,123 492, 813 400, 214 10,129, 722 1,116,481

Early Retirenent

The District offers a voluntary early retirenent plan to its certified enployees
El i gi bl e enpl oyees nust have reached the age of 55 when the benefit is elected and nust
have conpleted at |east 10 years of continuous full-time service in the district.
Enpl oyees must conplete an application which is required to be approved by the Board of
Education. The early retirenent incentive for each eligible enployee is equal to 30%
of their full time equivalent salary (note including extended contract and extra duty
pay anmounts). Benefits may be placed in a bona fide 4031 plan or applied to the cost
of health insurance offered through the district’s group health insurance plan.
Benefits for part time enployees will be determined on a prorata basis. Early
retirement benefits paid during the year ended June 30, 2006 total ed $44,808. The cost
of early retirement benefits expected to be paid both currently and long-term are
recorded as long-termliabilities on the Statenent of Net Assets (Exhibit A).
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(9) General Obligation Bonds Payabl e

Details of the District’s June 30, 2006 general obligation bonded indebtedness are as

fol | ows:
Year
Endi ng Bond |ssue of July 1, 2004

June 30,

Rat es I nt erest Pri nci pal Tot al
% $ $ $
2007 3.65 163, 835 140, 000 303, 835
2008 3.65 158, 725 150, 000 308, 725
2009 3.85 153, 250 155, 000 308, 250
2010 4.00 147, 283 160, 000 307, 283
2011 4.20 140, 883 170, 000 310, 883
2012- 2016 4.20-4.30 590, 607 955, 000 1, 545, 607
2017- 2021 4.35-4.65 365, 590 1,175, 000 1, 540, 590
2022- 2024 4.75-4.90 82,098 835, 000 917,098
Tot al 1,802, 271 3, 740, 000 5,542, 271

(10) Revenue Bonds Payabl e

Details of the District’s June 30, 2006 |ocal option sales and service tax revenue
bonded i ndebt edness are as foll ows:

Year

Endi ng Bond |ssue of July 1, 2004
June 30,

Rat es I nt erest Princi pal Tot al
% $ $ $
2007 3.25 214, 485 650, 000 864, 485
2008 3.50 192, 197 670, 000 862, 197
2009 3.75 167, 535 690, 000 857, 535
2010 3.90 140, 655 715, 000 855, 655
2011 3.90 112, 185 745, 000 857, 185
2012 3.95 82, 352 775, 000 857, 352
2013 4.00 50, 846 810, 000 860, 846
2014 4.10 17, 323 845, 000 862, 323
Tot al 977,578 5, 900, 000 6,877,578

The | ocal option sales and services tax revenue bonds were issued for the purpose of
defraying a portion of the cost of school infrastructure. The bonds are payable solely
fromthe proceeds of the | ocal option sales and services tax revenues received by the
District. The bonds are not a general obligation of the District. However, the debt
is subject to the constitutional debt limtation of the District.

The resolution providing for the issuance of the | ocal option sales and services tax
revenue bonds includes the follow ng provisions:

a) Al proceeds from the |local option sales and services tax shall be placed in a
Revenue Account.

b) Monies in the Revenue Account shall disbursed to make deposits into a Sinking
Account to pay the principal and interest requirenents of the revenue bonds for the
fiscal year.

c) Any nonies remaining in the Revenue Account after the required transfer to the

Si nki ng Account may be transferred to the Project Account to be used for any | awf ul
pur pose.

30



(11)

(12)

Commi t ment s

The District is currently constructing a new niddl e school building and renodeling the
central office. As of June 30, 2006 the followi ng comm tnents had been nade.

M5  Buil di ng Central Ofice
Total bids awarded $10, 098, 417 $128, 898
Total project conpleted 9,479, 267 35, 543
Total amounts retained 441, 148 1,777
Total amounts paid to date 8,620, 353 14, 631
Total amount currently payable 417,768 19, 134
Bal ance to conplete $ 619,149 $ 60, 949

The district has also accepted bids totaling $264, 778 on ot her projects.
Interfund Transfers

The detail of interfund transfers for the year ending June 30, 2006 is as foll ows:

Transfer to Transfer From Anmount
Debt Service Capital projects $_ 839,772
Capital Projects Physi cal plant and equi prent | evy $1,142,184
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Budget ary Conpari son Schedul e of Revenues
Budget and Actual - Al Covernmenta

Revenues:
Local sources
State sources
Federal sources

Total revenues

Expendi t ur es:
I nstruction
Support services
Non-i nstructional prograns
O her expenditures

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

O her financing sources (uses)

Excess (deficiency) of revenues and
ot her financing sources over (under)
expendi tures and other financing uses

Bal ance begi nni ng of year

Bal ance end of year

See acconpanyi ng i ndependent auditor's report.

SPENCER COVMUNI TY SCHOOL DI STRI CT

Requi red Suppl ementary | nformation

Year ended June 30, 2006

Expendi tures and Changes in Bal ances -
Funds and Proprietary Fund

Final to
Act ual
Gover nnent al Proprietary Vari ance -
Fund Types Fund Type Tot al Budget ed Anount s Positive
Act ual Act ual Act ual Oi gi nal Fi nal (Negati ve)
$ $ $ $ $ $
9, 079, 339 495, 005 9,574, 344 9, 197, 623 9, 197, 623 376, 721
8,376, 770 9,616 8, 386, 386 8, 499, 613 8, 499, 613 (113, 227)
872, 062 337,734 1, 209, 796 1, 032, 938 1,032, 938 176, 858
18, 328, 171 842, 355 19, 170, 526 18, 730, 174 18, 730, 174 440, 352
11, 270, 942 - 11, 270, 942 12, 246, 111 12, 246, 111 975, 169
4,089, 901 - 4,089, 901 4,036, 343 4,036, 343 (53, 558)
- 835, 640 835, 640 793, 257 793, 257 (42, 383)
10, 769, 418 - 10, 769, 418 10, 994, 419 10, 994, 419 225, 001
26, 130, 261 835, 640 26, 965, 901 28, 070, 130 28, 070, 130 1,104, 229
(7,802, 090) 6, 715 (7,795, 375) (9, 339, 956) (9, 339, 956) 1,544,581
(7,802, 090) 6, 715 (7,795, 375) (9, 339, 956) (9, 339, 956) 1,544,581
13, 290, 589 151, 850 13,442, 439 10, 423, 984 10, 423, 984 3, 018, 455
5, 488, 499 158, 565 5, 647, 064 1, 084, 028 1,084, 028 4,563, 036
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SPENCER COMMUNI TY SCHOOL DI STRI CT
Notes to Required Supplementary |Information — Budgetary Reporting
Year ended June 30, 2006
This budgetary comparison is presented as Required Supplenmentary Information in
accordance with CGovernnental Accounting Standard Board Statenent No. 41 for governnents

with significant budgetary perspective differences resulting from not being able to
present budgetary conparisons for the General Fund and each najor Special Revenue Fund.

In accordance with the Code of |owa, the Board of Education annually adopts a budget
followi ng required public notice and hearing for all funds, except Private Purpose
Trust and Agency Funds. The budget may be anmended during the year utilizing simlar
statutorily prescribed procedures. The District’s budget is prepared on a GAAP basis.

Formal and | egal budgetary control for the certified budget is based upon four mgjor
cl asses of expenditures known as functions, not by fund. These four functions are
i nstruction, support services, non-instructional prograns and other expenditures

Al t hough the budget docunent presents function expenditures or expenses by fund, the
I egal level of control is at the aggregated functional level, not by fund. The Code of
lowa al so provides that District expenditures in the General Fund may not exceed the
amount aut horized by the school finance fornmula.

During the year ended June 30, 2006, expenditures exceeded the anounts budgeted in the

support services and non-instructional progranms functions. The District did not exceed
t he General Fund unspent authorized budget.
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SPENCER COVMUNI TY SCHOOL DI STRI CT

Conbi ni ng Bal ance Sheet

Nonmaj or

Asset s
Cash and pool ed i nvestnents
Property tax receivabl e:
Current year

Succeedi ng year

Tot al assets

Liabilities and Fund Bal ance
Liabilities:
Accounts payabl e

Def erred revenue:
Succeedi ng year property tax

Fund bal ance:
Unreserved fund bal ance

Total liabilities and fund bal ance

See acconpanyi ng i ndependent auditor's report.

Speci al Revenue Funds

June 30, 2006

34

Schedul e 1

St udent
Managenent Activity Tot al

$ $ $
152, 903 196, 367 349, 270
4,502 - 4,502
350, 000 - 350, 000
507, 405 196, 367 703, 772
- 3, 055 3,055
350, 000 - 350, 000
350, 000 3, 055 353, 055
157, 405 193, 312 350, 717
157, 405 193, 312 350, 717
507, 405 196, 367 703, 772




SPENCER COVMUNI TY SCHOCL DI STRI CT

Conbi ni ng Schedul e of Revenues,
and Changes in Fund Bal ances
Nonmaj or Speci a

Revenues:
Local sources:
Local tax
O her
St ate sources

Total revenues

Expendi t ur es:

I nstruction:

Support services:
St udent support services
I nstructional staff support
Admi ni stration services
Pl ant operation and nai nt enance
Student transportation

Non-i nstructional prograns:
Food service operations

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Fund bal ances begi nni ng of year

Bal ance end of year

See acconpanyi ng i ndependent auditor's report.

Year ended June 30, 2006
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Expendi t ur es

Revenue Funds

Schedul e 2

St udent
Managenent Activity Tot al

$ $ $
450, 048 - 450, 048
4, 609 334, 393 339, 002
417 - 417
455, 074 334, 393 789, 467
340, 882 289, 242 630, 124
2,293 - 2,293
1,176 - 1,176
17, 887 67 17, 954
91, 422 6,173 97, 595
19, 517 21, 517 41, 034
473, 177 316, 999 790, 176
(18, 103) 17,394 (709)
175, 508 175, 918 351, 426
157, 405 193, 312 350, 717




Schedul e of Changes in Speci al

System W de
Assenbl i es
Concessi ons
Speci al Events
Staff Courtesy
Drug Free Fundrai ser
C earing

M ddl e School
Band
Speci al Education Fundrai ser
Staff Courtesy
St udent Counci |
Photo Cl ub

E

ementary

At Ri sk Cycle

Junp Rope for Heart
Art/ Technol ogy
Readi ng

Success

Take Hone Bags

Fai rvi ew.
Photo C ub
Art/ Technol ogy

Jef ferson:
Staff Courtesy
Photo Cl ub

Johnson:
Staff Courtesy
St udent Counci |
Photo C ub
Johnson Store
Art/ Technol ogy
Computer Cub

Li ncol n:
Speci al Education Fundrai ser
Staff Courtesy
Envi ronment C ub
Photo C ub
Conmputer C ub

SPENCER COVMMUNI TY SCHOOL DI STRI CT

Year

ended June 30, 2006

Revenue Fund, Student Activity Accounts

Schedul e 3

Bal ance Bal ance
Begi nni ng End of
of Year Revenues Expendi t ur es Year

$ $ $ $

256 - - 256

2,840 28, 344 30, 826 358

1,004 - - 1,004

6,878 19 - 6, 897

2,273 - - 2,273

- - 37 (37)

13, 251 28, 363 30, 863 10, 751

486 - - 486

51 - - 51

1,169 1,016 716 1, 469

2,789 2,280 3, 876 1,193

6, 073 13, 877 9, 459 10, 491

10, 568 17,173 14, 051 13, 690

- 500 437 63

3,973 - 962 3,011

782 - - 782

397 - - 397

130 - - 130

51 - - 51

986 1,538 605 1,919

208 - - 208

46 - - 46

380 - - 380

972 1, 556 1,592 936

- 500 212 288

12 6, 794 5,925 881

72 157 - 229

183 - - 183

1, 626 - - 1, 626

1,831 - 344 1, 487

26 58 - 84

192 - - 192

1, 396 841 482 1,755

390 - - 390

13, 653 11, 944 10, 559 15, 038
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Schedul e 3
(conti nued)

SPENCER COVMMUNI TY SCHOOL DI STRI CT
Schedul e of Changes in Special Revenue Fund, Student Activity Accounts

Year ended June 30, 2006

Bal ance Bal ance
Begi nni ng End of
of Year Revenues Expendi t ur es Year
$ $ $ $
Hi gh School

Dr ama 5,728 11, 568 10, 838 6, 458
Speech d ub - 19, 177 13, 926 5, 251
Vocal 12,238 25,391 25,610 12,019
Band 505 3,611 3, 105 1,011
Band/ Choi r - 8, 211 8,211 -
Intranural s 1,134 1, 499 1,595 1, 038
Track 7, 460 6, 663 6, 580 7,543
Cross Country 2,911 787 893 2, 805
Boys Basket bal | 7,263 8, 000 6, 390 8,873
Foot bal | 15, 775 18, 161 19, 357 14,579
At hl eti ¢ Enhancenent 2,253 3,325 4,392 1,186
Basebal | 6,518 9, 317 7,740 8, 095
Boys Track - 1, 338 1, 270 68
Boys Swi nmi ng 2, 366 2,500 2,222 2,644
Boys Tennis 1, 648 1, 000 1,133 1,515
Boys Gol f 2,008 1, 000 1,138 1, 870
Boys Soccer 3,941 7,000 4, 056 6, 885
Westling 6, 685 7,808 7,301 7,192
G rls Basketball 7,683 6, 000 6, 222 7,461
Vol | eybal | 4,344 7,171 6, 515 5, 000
Sof t bal | 6, 201 5, 646 5,391 6, 456
Grls Sw nmmng 2,843 6, 832 6, 647 3,028
Grls Tennis 2,565 - 134 2,431
Grls ol f 1,579 1,073 1, 015 1, 637
Grls Soccer 3,393 1,999 2,292 3,100
General Athletics 213 9, 279 8, 808 684
At hl etic Revol ving 1, 401 7,947 8,637 711
Tourney and Hosted Events 326 38, 339 38, 122 543
FFA 4, 443 5, 605 4,993 5, 055
Busi ness Managenent 497 - - 497
Staff Courtesy 1, 405 2,554 2,114 1, 845
Cust odi al 658 1, 245 1, 340 563
Envi ronnment C ub 195 - - 195
St udent Counci | 4,632 10, 710 7,404 7,938
Pep C ub 1,967 3, 439 2,937 2,469
German C ub 320 7,458 4,846 2,932
Spani sh C ub 6, 793 3, 007 6, 214 3,586
Photo Cl ub 638 2,917 2,787 768
Art 532 - - 532
C ass of 2007 - 4, 896 3,611 1,285
Cl ass of 2005 1, 217 - 1, 007 210
Cl ass of 2006 1,139 - - 1,139
Mock Tri al 1,515 1, 000 818 1, 697
Debate Cl ub 1,374 3,743 3, 319 1,798
Spenceri an 2,140 9, 697 10, 596 1,241
138, 446 276,913 261, 526 153, 833

Tot al 175,918 334, 393 316, 999 193, 312

See acconpanyi ng i ndependent auditor's report.
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SPENCER COVMUNI TY SCHOOL DI STRI CT

Schedul e of Revenues by Source and Expenditures by Function

Al |l Gover nment al

For the Last

Local sources:

Property tax
Local option sales tax
Mobi | e home tax

State sources:

State foundation aid
M & E repl acenent
School inprovenent and technol ogy funding
Educati on Excel | ence Program
Phase |
Phase |1
Phase 111
lowa Early Intervention Block G ant
AEA fl owt hrough
Non-public transportation aid
Non- publ i ¢ textbook aid
At risk program grants
Vocational education aid
Revenue in lieu of taxes - military credit
Teacher Quality/Salary | nprovenent
Pr of essi onal Devel oprent
Eval uat or Trai ni ng
Teacher Mentoring Program

Federal sources:

Title | Gants to Local Educational Agencies
I nprovi ng Teacher Quality - Grants to States
Tech Prep Denonstration Gants

Speci al Education - Gants to States
(Success 4)
Speci al Education - Grants to States

(1 DEA Part B)
Vocat i onal Education - Basic Gants to States
I nnovati ve Education Program Strategi es
Safe and Drug Free Schools and Comunities
Star School s
Gants for Assessnents and Rel ated Activities
Carol A. Wiite Physical Fitness G ant

|l owa Denonstration Construction G ant
Conpr ehensi ve School Reform Denpnstration
Medi cai d Rei nbur senent
Charter Schoo

Tot al

See acconpanyi ng i ndependent auditor's report.

Schedul e 4

Fund Types
Four Years
Modi fi ed Accrual Basis
2006 2005 2004 2003
$ $ $ $
5, 692, 388 5, 323, 578 5, 027, 648 4,845,170
927, 646 1, 359, 039 652, 165 -
13, 040 13,474 12,971 14, 065
6, 633, 074 6, 696, 091 5,692, 784 4,859, 235
7,088, 966 7,074, 460 6, 652, 430 6, 688, 131
- - 24,433 57,788
19, 886 19, 899 19, 119 21, 325
154, 625 159, 852 159, 173 162, 448
- - - 40, 364
115, 945 114, 710 115, 408 110, 213
601, 508 600, 878 591, 211 616, 973
20, 970 24,223 18, 993 24,088
3,404 3,430 3,184 2,953
66, 268 65, 605 65, 773 67,967
35, 000 35,192 42,012 38, 237
5,273 5, 240 8, 665 12, 229
190, 891 167, 304 150, 061 135, 558
64, 934 - - -
- 1, 000 - -
9, 100 7, 800 9, 100 13, 000
8,376, 770 8,279, 593 7, 859, 562 7,991, 274
206, 385 176, 695 178, 881 181, 078
77, 156 76, 845 79, 517 76, 476
2,300 - - -
- - - 15, 110
109, 152 145, 209 79, 342 52,173
14, 450 9, 244 15, 296 16, 006
5,276 8, 242 11, 207 11, 247
9, 435 - 4,426 10, 675
- 31, 005 6, 005 68, 995
12,132 12, 438 12, 438 10, 365
- - 19, 562 385, 438
100, 000 400, 000 - 100, 000
19, 593 55, 000 82, 500 67, 500
266, 184 76, 352 - -
50, 000 - - -
872,063 991, 030 489, 174 995, 063
15, 881, 907 15, 966, 714 14, 041, 520 13, 845, 572
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Schedul e 5
SPENCER COVMUNI TY SCHOOL DI STRI CT

Schedul e of Expenditures of Federal Awards

Year ended June 30, 2006

CFDA G ant
Grant or/ Program Nunber Nunber Expendi t ur es
I ndirect:
Departnment of Agriculture:
| owa Departnent of Education:
Food Di stri bution 10. 550 FY06 50, 542
School Nutrition Cluster Prograns:
Nati onal School Lunch Program 10. 555 FY06 220, 885
Food and Vegetable Pilot G ant 10. 555 FY06 20, 708
School Breakfast Program 10. 553 FY06 45, 598
287,191
Departnent of Education:
| owa Departnent of Education:
Title | Gants to Local Educational Agencies 84. 010 6102- G 06 206, 385
I nnovati ve Education Program Strategi es 84. 298 FY06 5,276
| mprovi ng Teacher Quality - Grants to States 84. 367 FY06 77,156
Grants for Assessnments and Rel ated Activities 84. 369a FY06 12, 132
Conpr ehensi ve School Reform Denpnstration 84. 332 FY06 19, 593
Tech Prep Denonstration Gants 84. 353 FY06 2, 300
Vocati onal Education - Basic Gants to States 84. 048 FY06 14, 450
Saf e and Drug Free School s and Comunities 84. 186 FY06 9, 435
| owa Denonstration Construction G ant 84. 215K FY06 100, 000
Prairie Lakes Area Education Agency:
Speci al Education - Gants to States (I DEA Part B) 84. 027 FY06 109, 152
Tot al 893, 612

Basis of Presentation — The Schedul e of Expenditures of Federal Awards includes the federal grant activity of
Spencer Community School District and is presented in confornity with the accrual or nodified accrual basis
of accounting. The information on this schedule is presented in accordance with the requirenments of OVB
Crcular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some anounts
presented in this schedule may differ from amounts presented in, or used in the preparation of, the basis
financial statements.

See acconpanyi ng i ndependent auditor's report.
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I ndependent Auditor's Report on Internal Control over Financia
Reporting and on Conpliance and Qther Matters
Based on an Audit of Financial Statenents Perfornmed in Accordance with
Gover nnment Audi ting Standards

To the Board of Education of the
Spencer Community School District:

We have audited the acconpanying financial statenents of the governmenta
activities, the business type activities, each major fund and the
aggregate remanining fund information of the Spencer Community School
District as of and for the year ended June 30, 2006, which collectively
conprise the District’s basic financial statenents listed in the table of
contents, and have issued our report thereon dated Cctober 17, 2006. W
conducted our audit in accordance with U S. generally accepted auditing
standards and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Conptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performng our audit, we considered Spencer Comunity
School District’s internal control over financial reporting in order to
determ ne our auditing procedures for the purpose of expressing our
opi nions on the financial statements and not to provide an opinion on the

internal control over financial reporting. However, we noted certain
matters involving the internal control over financial reporting and its
operation that we consider to be reportable conditions. Reportabl e

conditions involve matters conming to our attention relating to significant
deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect the
District’s ability to record, process, summarize and report financial data
consistent with the assertions of nmanagenment in the financial statenents.
Reportable conditions are described in Part 11 of the acconpanying
Schedul e of Findings and Questioned Costs.

A material weakness is a reportable condition in which the design or
operation of one or nore of the internal control conponents does not
reduce to a relatively low level the risk that nisstatenents caused by
error or fraud in amunts that would be material in relation to the
financi al statenents being audited may occur and not be detected within a
timely period by enployees in the normal course of perfornming their
assigned functions. Qur consideration of the internal control over
financial reporting would not necessarily disclose all matters in the
internal control that mght be reportable conditions and, accordingly,
woul d not necessarily disclose all reportable conditions that are also

considered to be material weaknesses. However, of the reportable
conditions described above, we believe item 06-11-A is a nateria
weakness.
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Conpli ance and Gther Matters

As part of obtaining reasonable assurance about whether Spencer Conmunity School
District’s financial statenments are free of material mnisstatement, we performed tests
of its conpliance with certain provisions of |aws, regulations, contracts and grant
agreements, non-conpliance with which could have a direct and material effect on the
determination of financial statenent anounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we
do not express such an opinion. The results of our tests disclosed no instances of
non-conpliance or other matters that are required to be reported under Governnent
Auditing Standards. However, we noted certain imraterial instances of non-conpliance
or other matters that are described in Part |V of the acconpanying Schedul e of
Fi ndi ngs and Questioned Costs.

Conments involving statutory and other |egal matters about the District’s operations
for the year ended June 30, 2006 are based exclusively on know edge obtained from
procedures perfornmed during our audit of the financial statenents of the District.
Since our audit was based on tests and sanples, not all transactions that m ght have
had an inpact on the comrents were necessarily audited. The comments involving
statutory and other legal matters are not intended to constitute legal interpretations
of those statutes.

This report, a public record by law, is intended solely for the information and use of
the officials, enployees and citizens of Spencer Conmunity School District and other
parties to whom Spencer Community School District may report, including federal
awar di ng agenci es and pass through entities. This report is not intended to be and
shoul d not be used by anyone other than these specified parti es.

W would like to acknowl edge the many courtesies and assistance extended to us by
personnel of Spencer Community School District during the course of our audit. Should

you have any questions concerning any of the above matters, we shall be pleased to
di scuss themwith you at your conveni ence.

BRUCE D. FRI NK
Certified Public Accountant

Cct ober 17, 2006
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I ndependent Auditor’s Report on Conpliance with Requirenents
Applicable to Each Maj or Program and on Internal Control
over Conpliance in Accordance with OMB Circul ar A-133

To the Board of Education of the
Spencer Comrunity School District:

Conpl i ance

We have audited the conpliance of Spencer Comunity School District with
the types of conpliance requirenments described in the US. Ofice of
Managenment and Budget (OMB) Circul ar A-133 Conpliance Suppl enent that are
applicable to each of its major federal prograns for the year ended June
30, 2006. Spencer Community School District’'s najor federal prograns are
identified in Part | of the acconpanying Schedule of Findings and
Questioned Costs. Conpliance with the requirenents of |aws, regulations,
contracts and grants agreenents applicable to each of its mmjor federal
programs is the responsibility of Spencer Comrunity School District’'s
managemnent . Qur responsibility is to express an opinion on Spencer
Conmunity School District’s conpliance based on our audit.

We conducted our audit of conpliance in accordance with U S. generally
accepted auditing standards, the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Conptroller
General of the United States and OMB Circular A-133, Audits of States,
Local Governnents and Non-Profit Organi zations. Those standards and OWB
Circular A-133 require that we plan and perform the audit to obtain
reasonabl e assurance about whether non-conpliance with the types of
conpliance requirenments referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes
exam ning, on a test basis, evidence about Spencer Conmmunity School
District’s conpliance with those requirenments and performnm ng such other
procedures as we considered necessary in the circumstances. W believe
our audit provides a reasonable basis for our opinion. Qur audit does not
provide a legal determnation on Spencer Comunity School District’'s
conpliance with those requirenents.

I n our opinion Spencer Community School District conplied, in all material
respects, with the requirenents referred to above that are applicable to
each of its major federal prograns for the year ended June 30, 2006.

Internal Control Over Conpliance

The managenent of Spencer Community School District is responsible for
establishing and maintaining effective internal control over conpliance
with requirenents of |aws, regulations, contracts and grants applicable to
federal progranmns. In planning and perform ng our audit, we considered
Spencer Community School District’'s internal control over conpliance with
requirements that could have a direct and material effect on a nmmjor
federal program in order to determ ne our auditing procedures for the
pur pose of expressing our opinion on conpliance and to test and report on
internal control over conpliance in accordance with OVB Circul ar A-133.
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We noted matters involving the internal control over conpliance and its operation that
we consider to be reportable conditions. Reportable conditions involve matters coning
to our attention relating to significant deficiencies in the design or operation of the
internal control over conpliance that, in our judgnent, could adversely affect Spencer
Comunity School District's ability to administer a najor federal programin accordance
with applicable requirements of |aws, regulations, contracts and grant agreenents. The
reportable condition is described as item 06-111-A of the acconpanying Schedul e of
Fi ndi ngs and Questions Costs.

A material weakness is a reportable condition in which the design or operation of one
or nore of the internal control conmponents does not reduce to a relatively low |eve

the risk that non-conpliance with applicable requirements of |aws, regulations,
contracts and grant agreenments caused by error or fraud that would be material in
relation to a major federal program being audited nmay occur and not be detected within
a tinely period by enployees in the normal course of performing their assigned
functions. Qur consideration of the internal control over conpliance would not
necessarily disclose all matters in the internal control that mght be reportable
condi tions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, we believe item06-111-A
is a mterial weaknesses.

This report, a public record by law, is intended solely for the information and use of
the officials, enployees and citizens of Spencer Conmunity School District and other
parties to whom Spencer Community School District may report, including federal
awar di ng agenci es and pass-through entities. This report is not intended to be and
shoul d not be used by anyone other than these specified parties.

BRUCE D. FRI NK
Certified Public Accountant

Cct ober 17, 2006
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SPENCER COMMUNI TY SCHOOL DI STRI CT
Schedul e of Findings and Questioned Costs

Year ended June 30, 2006

Reportabl e conditions in internal control over financial reporting were disclosed by

The audit did not disclose any non-conpliance which is material to the financia

A reportable condition in internal control over nmjor prograns was disclosed by the

An unqual i fied opinion was issued on conpliance with requirenents applicable to each

The audit disclosed an audit finding which was required to be reported in accordance

The dollar threshold used to distinguish between Type A and Type B prograns was

Part |: Summary of the I ndependent Auditor’s Results
(a) An unqual i fied opinion was issued on the financial statenents.
(b) : : : : : .
the audit of the financial statenents, including a material weakness.
(c)
statenents.
(d) , , , , , .
audit of the financial statenents, including a material weakness.
(e) ,
mej or program
(f) : , : :
with OFfice of Managenent and Budget Circul ar A-133, Section .510(a).
(9) Maj or prograns were as foll ows:
CFDA Nunber 84.027 — Special Education — Grants to States (I DEA Part B)
CFDA Nunber 10.550 - Food Distribution
School Nutrition Clustered Prograns:
CFDA Nunber 10.555 - National School Lunch Program
CFDA Nunber 10.555 — Fruit and Vegetable Pilot G ant
CFDA Nunber 10.553 - School Breakfast Program
(h)
$300, 000.
(1) Spencer Conmmunity School District did not qualify as a | owrisk auditee.
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SPENCER COMMUNI TY SCHOOL DI STRI CT
Schedul e of Findings and Questioned Costs

Year ended June 30, 2006

Part I1: Findings Related to the Financial Statenents:

| NSTANCES OF NON- COVPLI ANCE:

No matters were reported.

REPORTABLE CONDI Tl ONS:

06-11-A

Part 111: Fi

Segregation of Duties - One inportant aspect of the internal control structure is
the segregation of duties anong enpl oyees to prevent an individual enployee from
handl i ng duties which are inconpatible. A though the District does a fine job of
di viding inconpatible duties anmong existing personnel, the District Secretary

still has the ability to override the systemw thout the know edge of any other
per sonnel .

Recomendation - We recommend that the District continue to segregate
i nconpatible duties as nuch as possible, review ng themannually to achieve the
maxi mum segregati on possible within the existing personnel. W realize that the
District Secretary has |arge nunber of required duties under the Code of |owa
such makes the situation difficult. W also realize that the District has a

limted budget within which to hire additional personnel.

Response - Over the years the district has |ooked at various ways of dividing
duties. As a result, responsibilities of individuals have been altered. W
will, however, continue to review and i npl enent new procedures, when possible, to
achi eve the maxi mum segregation with existing personnel.

Concl usi on - Response accept ed.

ndi ngs For Federal Awards:

| NSTANCES OF NON- COVPLI ANCE:

No matters were reported.

REPORTABLE CONDI Tl ONS:

CFDA Nunber :

84.027 Special Education — Grants to States (| DEA Part B)

Federal Award Year: 2006
US Departnment of Agriculture
Passed through Prairie Lakes Area Educati on Agency

CFDA Nunber :

10. 553 School Breakfast Program
10. 555 National School Lunch Program
10.555 Fruit and Vegetable Pilot G ant

Federal Award Year: 2006
US Departnent of Agriculture
Passed t hrough | owa Departnent of Education

CFDA Nunber :

10.550 Food Distribution

Federal Award Year: 2006
US Departnment of Agriculture
Passed through | owa Departnent of Education
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SPENCER COMMUNI TY SCHOOL DI STRI CT
Schedul e of Findings and Questioned Costs

Year ended June 30, 2006

Part I11: Findings For Federal Awards:
conti nued:
06-111-A

Segregation of Duties over Federal Funds - The District did not properly
segregate custody, record-keeping and reconciling functions for funds, including
those related to Federal prograns.

Recommendation - W recommend that the District continue to segregate
i nconpati bl e duties as much as possible, reviewing themannually to achieve the
maxi mum segregati on possible within the existing personnel. W realize that the
District Secretary has |large nunber of required duties under the Code of |owa
such mekes the situation difficult. W also realize that the District has a
limted budget within which to hire additional personnel

Response - Over the years the District has |ooked at various ways of dividing
duties. As a result, responsibilities of individuals have been altered. W
will, however, continue to review and inpl ement new procedures, when possible, to
achi eve the maxi mum segregation with exi sting personnel

Concl usi on - Response accepted.

Part |IV: O her Findings Related to Required Statutory Reporting:

06-1V-A
06-1V-B
06-1V-C
06-1V-D

Oficial Depositories - Oficial depositories have been approved by the District.
The maxi mum deposit ampunts approved were not exceeded during the year ended
June 30, 2006.

Certified Budget - Expenditures for the year ended June 30, 2006, exceeded the
certified budget anounts in the support services and non-instructional functions.

Reconmendati on — The certified budget should have been anmended in accordance with
Chapter 24.9 of the Code of |owa before disbursenents were allowed to exceed
budget .

Response — Future budgets will be amended in sufficient ambunts to ensure the
certified budget is not exceeded.

Concl usi on - Response accepted.
Questi onabl e Di sbursenents - We noted no disbursements that may not neet the

requi rements of public purpose as defined in an Attorney CGeneral’s opinion dated
April 25, 1979.

Travel Expense - No expenditures of District noney for travel expenses of spouses
of District officials or enployees were noted. No travel advances to District
of ficials or enployees were noted.
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SPENCER COMMUNI TY SCHOOL DI STRI CT
Schedul e of Findings and Questioned Costs

Year ended June 30, 2006

Part IV: Oher Findings Related to Required Statutory Reporting:

conti nued:
06-1V-E
06-1V-F
06-1V-G
06-1V-H
06-1 V-1
06-1V-J

Busi ness Transactions - Business transactions between the District and District
of ficials or enployees are detailed as foll ows:

Nane, Title and Transaction
Busi ness Connecti on Descri ption Anmount

Ross Brockshus, Board President
Part owner of Del’s Garden
Center, Inc. Repai rs and seed $ 1,655

In accordance with Chapter 279.7A of the Code of lowa, the transactions with M.
Brockshus do not appear to represent conflicts of interest since they total ed
| ess than $2,500 for the fiscal year.

Recommendation - The District should continue to review these expenditures to
ensure continued conpliance.

Response - W will review these on an annual basis and consult w th our attorney
when needed.

Concl usi on - Response accept ed.
Bond Coverage - Surety bond coverage of District officials and enployees is in

accordance with statutory provisions. The anbunt of coverage should be reviewed
annually to insure that the coverage is adequate for current operations.

Board M nutes - W noted no transactions requiring Board approval which had not
been approved by the Board.

Deposits and Investnents - W noted no instances of nonconpliance with the
deposit and investment provisions of Chapter 12B and Chapter 12C of the Code of
lowa and the District’s investment policy.

Certified Annual Report - The Certified Annual Report was filed with the
Department of Education tinely and we noted no significant deficiencies in the
anounts reported.

Certified Enrollnent - W noted no variances in the basic enrollnent data
certified to the Departnment of Education.
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